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(iii) The institution shall contact a
borrower with a nine-month initial
grace period a third time 240 days after
the commencement of the grace period,
and shall then inform him or her of the
date and amount of the first required
payment.
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§674.43 Billing procedures.

(a) The term billing procedures, as
used in this subpart, includes that se-
ries of actions routinely performed to
notify borrowers of payments due on
their accounts, to remind borrowers
when payments are overdue, and to de-
mand payment of overdue amounts. An
institution shall use billing procedures
that include at least the following
steps:

(1) If the institution uses a coupon
payment system, it shall send the cou-
pons to the borrower at least 30 days
before the first payment is due.

(2) If the institution does not use a
coupon system, it shall send to the bor-
rower—

(i) A written notice giving the name
and address of the party to which pay-
ments are to be sent and a statement
of account at least 30 days before the
first payment is due; and

(ii) A statement of account at least
15 days before the due date of each sub-
sequent payment.

3) Notwithstanding paragraph
(a)(2)(ii) of this section, if the borrower
elects to make payment by means of an
electronic transfer of funds from the
borrower’s bank account, the institu-
tion shall send to the borrower an an-
nual statement of account.

(b)(1) An institution shall send a first
overdue notice within 15 days after the
due date for a payment if the institu-
tion has not received—

(i) A payment:

(ii) A request for deferment; or

(iii) A request for postponement or
for cancellation.

(2) Subject to §674.47(a), the institu-
tion may assess a late charge for loans
made for periods of enrollment begin-
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ning on or after January 1, 1986, during
the period in which the institution
takes any steps described in this sec-
tion to secure—

(i) Any part of an installment pay-
ment not made when due, or

(ii) A request for deferment, cancella-
tion, or postponement of repayment on
the loan that contains sufficient infor-
mation to enable the institution to de-
termine whether the borrower is enti-
tled to the relief requested.

(3) The institution shall determine
the amount of the late charge imposed
for loans described in paragraph (b)(2)
of this section based on either—

(i) Actual costs incurred for actions
required under this section to secure
the required payment or information
from the borrower; or

(ii) The average cost incurred for
similar attempts to secure payments or
information from other borrowers.

(4) The institution may not require a
borrower to pay late charges imposed
under paragraph (b)(3) of this section in
an amount, for each late payment or
request, exceeding 20 percent of the in-
stallment payment most recently due.

(5) The institution—

(i) Shall determine the amount of the
late or penalty charge imposed on
loans not described in paragraph (b)(2)
of this section in accordance with
§674.31(b)(5) (See appendix E); and

(ii) May assess this charge only dur-
ing the period described in paragraph
(b)(2) of this section.

(6) The institution shall notify the
borrower of the amount of the charge
it has imposed, and whether the insti-
tution—

(i) Has added that amount to the
principal amount of the loan as of the
first day on which the installment was
due; or

(ii) Demands payment for that
amount in full no later than the due
date of the next installment.

(c) If the borrower does not satisfac-
torily respond to the first overdue no-
tice, the institution shall continue to
contact the borrower as follows, until
the borrower makes satisfactory repay-
ment arrangements or demonstrates
entitlement to deferment, postpone-
ment, or cancellation:
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(1) The institution shall send a sec-
ond overdue notice within 30 days after
the first overdue notice is sent.

(2) The institution shall send a final
demand letter within 15 days after the
second overdue notice. This letter must
inform the borrower that unless the in-
stitution receives a payment or a re-
quest for deferment, postponement, or
cancellation within 30 days of the date
of the letter, it will refer the account
for collection or litigation, and will re-
port the default to a credit bureau.

(d) Notwithstanding paragraphs (b)
and (c) of this section, an institution
may send a borrower a final demand
letter if the institution has not within
15 days after the due date received a
payment, or a request for deferment.
postponement, or cancellation, and if—

(1) The borrower’s repayment history
has been unsatisfactory, e.g., the bor-
rower has previously failed to make
payment(s) when due or to request
deferment, postponement, or cancella-
tion in a timely manner, or has pre-
viously received a final demand letter;
or

(2) The institution reasonably con-
cludes that the borrower neither in-
tends to repay the loan nor intends to
seek deferment, postponement, or can-
cellation of the loan.

(e)(1) An institution that accelerates
a loan as provided in §674.31 (.e.,
makes the entire outstanding balance
of the loan, including accrued interest
and any applicable late charges, pay-
able immediately) shall—

(i) Provide the borrower, at least 30
days before the effective date of the ac-
celeration, written notice of its inten-
tion to accelerate; and

(ii) Provide the borrower on or after
the effective date of acceleration, writ-
ten notice of the date on which it ac-
celerated the loan and the total
amount due on the loan.

(2) The institution may provide these
notices by including them in other
written notices to the borrower, in-
cluding the final demand letter.

(f) If the borrower does not respond
to the final demand letter within 30
days from the date it was sent, the in-
stitution shall attempt to contact the
borrower by telephone before beginning
collection procedures.
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(g2)(1) An institution shall ensure that
any funds collected as a result of bill-
ing the borrower are—

(i) Deposited in interest-bearing bank
accounts that are—

(A) Insured by an agency of the Fed-
eral Government; or

(B) Secured by collateral of reason-
ably equivalent value; or

(ii) Invested in low-risk income-pro-
ducing securities, such as obligations
issued or guaranteed by the United
States.

(2) An institution shall exercise the
level of care required of a fiduciary
with regard to these deposits and in-
vestments.
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§674.44 Address searches.

(a) If mail, other than unclaimed
mail, sent to a borrower is returned un-
delivered, an institution shall take
steps to locate the borrower. These
steps must include—

(1) Reviews of records in all appro-
priate institutional offices;

(2) Reviews of telephone directories
or inquiries of information operators in
the locale of the borrower’s last known
address; and

(3) If, after following the procedures
in paragraph (a) of this section, an in-
stitution is still unable to locate a bor-
rower, the institution may use the In-
ternal Revenue Service skip-tracing
service.

(b) If an institution is unable to lo-
cate a borrower by the means described
in paragraph (a) of this section, it
shall—

(1) Use its own personnel to attempt
to locate the borrower, employing and
documenting efforts comparable to
commonly accepted commercial skip-
tracing practices; or

(2) Refer the account to a firm that
provides commercial skip-tracing serv-
ices.

(c) If the institution acquires the bor-
rower’s address or telephone number
through the efforts described in this
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